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Report to the Shareholders 


During 1979 your Company has made very significant 
progress in bringing its Landusky, Montana gold-silver 
property into full production. By the end of the 1979 field 
operating season, the Company achieved full-scale 
production. The most important accomplishments were as 
follows: 


e@ The State of Montana granted the full-scale operating 
permit for the Landusky property on June 5th, 1979. 
This permit allowed the company to move forward 
toward full-scale production, and on June 29th an 
agreement was reached with a mining contractor to 
mine ore and waste and deliver ore on to leach pads at a 
per ton rate with an escalation clause relating to 
increased gold prices. The contractor also undertook to 
perform pad construction, road construction, and 
miscellaneous similar work on an hourly equipment- 
rental rate. 


@ Equipment began to arrive on the jobsite on July 5th, 
after which date the project began to move forward very 
rapidly. The main haulage road between the mine and 
the leaching pad sites was completed, the pilot leach pad 
was expanded and 31,000 tons of additional ore placed 
thereon. A major new leach pad was sited immediately 
south and west of the pilot plant installation, and 
458,000 tons of ore were placed on the new pad. The 
ore placed on the new pad graded 0.037 Oz. gold and 
0.12 Oz. silver/ton. Late in the season, 38% of this new 
heap was brought under initial leach, and 1,014 ounces 
of gold and 670 ounces of silver recovered before 
freezeup. 


@ Significant additional gold and silver recoveries are 
expected from the original pilot leach pad ore, and most 
of the gold and silver recovery remains to be made from 
the 458,000 tons of ore on the new leach pad, bringing 
the total ore available for leaching at startup of the 1980 
leaching season, to approximately 550,000 tons. It is 
estimated that with gold in the $550 per ounce range, 
and silver in the $25 per ounce range, the ultimate 
additional recoveries from leaching this ore will range 
between seven million and eight million dollars 
Canadian. 


@ During the 1979 field season, a 3-phase power line was 
completed to the operating area, and the leaching plant 
and other operating facilities placed on high-line power 
with the diesel electric plant relegated to standby 
emergency service. Two permanent six million gallon 
main operating ponds were completed and a one million 
gallon emergency pond was installed. With minor 
modifications, the overall leaching plant installation is 
expected to handle all of the solution volumes required 
to process more than one million tons of ore per year. 


e lItis interesting to note that, despite the intermittent 
operation of the pilot plant from its startup until the end 
of 1979, gold and silver sales were approximately 
$1,525,000 U.S. at sales prices for gold ranging from 
$235 U.S. to $480 U.S. per ounce, and silver prices 
ranging from $6.68 U.S. to $23.20 U.S. per ounce. 


e At present.prices for gold and silver, the sales value of 
the production would have been approximately twice 
the amount quoted. 


@ The 1980 field program is underway. Work to date has 
included stripping of overburden from the open pit area, 
some haulage road revision, and construction work on a 
new pad. The new pad area will simply be an extension 
of the main new pad completed and loaded with ore in 
LOTS: 


@ General engineering and management control of the ~ 
operation has been significantly strengthened by the 
addition of new staff members. A computer pit 
optimization program is nearing completion. Once this 
planning program has been completed in final form, ore — 
grades and waste tonnages will be available in 
reasonably accurate form. A forecast of the Company’s 
expected economic performance for the year will then 
be made. 


In conclusion, the Directors of the Company wish to express 
their sincere appreciation for the loyalty and diligent support 
of our field programs by all of our staff and hourly-rated — 
employees. 


Respectfully submitted, 


£ A dhe 


E.A. Scholz, 
Director and Project Manager. 


PRECIOUS METAL PRICES 
(Average price — in U.S. dollars per troy ounce) 
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1976 Bea 134 bed 4.35 
1975 ber 140 [cae 4.09 
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A compressor left behind from earlier mining days at Landusky. 
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Hauling ore from the North East August zone in 1979. Dumping ore onto the leach pad to a depth of about 40 feet. 


Building a 6,000,000 gallon pond, with 450,000 tons of ore on the pad Leaching the ore. 
behind. 


Consolidated Balance Sheet 
December 31, 1979 


ASSETS 
CURRENT ASSETS 
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Advances to:‘Landusky Partners 35. 53s Gas nt ee Be eae ee ee 
Advances to:Zortman Partners Sy es Sa ns eS ea oe ee 


INVESTMENT IN LANDUSKY PARTNERS 


Partnership contribution (Note 2)s i a tos ee ee ee 
Advances: (Note 3)oi sos 5 or Se one ee cee ea 
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LIABILITIES 
CURRENT LIABILITIES 
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(373,847) 
1,364,550 


$1,507,925 


Deficit, beginning of year 
Income (Loss) for year 
DEFICIT, END OF YEAR 


Revenue 


Share of Landusky Partners’ income (loss) 
Interest income 
Rental income 


Expenses 


Accounting and legal 
Depreciation 
Directors’ fees 


Legal 


Taxes 


Net Income (Loss) before income taxes 
Deferred income taxes (Note 5) 


NET INCOME (LOSS) FOR YEAR 


Consolidated Statement of Deficit 
Year Ended December 31, 1979 
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$ 373,847 


Consolidated Statement of Income 
Year Ended December 31, 1979 
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Consolidated Statement of Changes in Financial Position 
Year Ended December 31, 1979 


1978 
SOURCE OF WORKING CAPITAL 
From operations 
IneOMme FOP Year See ee eee vce Sek ose a Se nae $ — 
Add (deduct) items not involving current funds 
Depreciation. Ses aw se Bee a ea ee NE Dae ae — 
Deferred income taxes.io70. Nae ea ce ae re — 
Share-of income of Landusky Partners... oc 2s en ie ia ee ee — 
Amount deemed paid up on shares issued for property and services .................-. 228,500 
Shares issued. for. cashes sss aa eo tae ea ae Gee ee ee 442,697 
Proteeds fromsale:of equipment yr seas core ee Sey ee Te 4,437 
675,634 
APPLICATION OF WORKING CAPITAL 
To operations 
Loss for periodsscn 62 oars ects Geen we ie ea 76,072 
Deduct items not involving current funds 
Depreciation: so. Acces Bot ae Rane ne oe a be Ege ee (35,239) 
Sharé 6flossiof' Gandusky: Partners iis ant nese ae ne ee (531) 
Loss on disposal-Ghassets-< 28.) Tasker ase cn aT ne ee ee ee (329) 
: 39-9735 
Investment in Landusky Partners, net of lease and : 
deferred development costs previously capitalized .... 2.2... 0... cece cee eee ae BA 362,173 
Advances to:Landusky Partners i223 saso ose es oa Re ee — 1,147,475 220,462 
Additions to property,plant and-equipment- 3....5s.<+<: 2 wn 0 ee | oo ene 30,022 
1,152,031 _ 652,630 
INCREASE IN: WORKING CAPITAL > ones oto soe Coe eee eee eres 21,417. 23,004 
WORKING CAPITAL ATF-BEGINNING OF YEAR 3 O05. 25.05 SO oe, a hn on ele ee 2,6 169,666 
WORKING: CAPITAE AT-END-OF YEAR = cece epoca doce a tig ieee cee ee a $ 192,670 


Auditors’ Report 


To the Shareholders of 
Pegasus Explorations Limited 


We have examined the consolidated balance sheet of Pegasus Explorations Limited as at December 31, 1979, and the consolidated 
statements of income, deficit and changes in financial position for the year then ended. Our examination of the financial statements of 
Pegasus Explorations Limited (the parent company) was made in accordance with generally accepted auditing standards, and 
accordingly included such tests and other procedures as we considered necessary in the circumstances. We have relied on the report of 
the auditors who have examined the financial statements of the subsidiary company. 


In our opinion, these consolidated financial statements present fairly the financial position of the company as at December 31, 1979, 
and the results of its operations and the changes in its financial position for the year then ended in accordance with generally accepted 
accounting principles applied on a basis consistent with that of the preceding year. 


Vancouver, B.C. ft. Mol” Vana sf ee 


March 21, 1980 Chartered Accountants 


Notes to Consolidated Financial Statements 
December 31, 1979 


1. ACCOUNTING POLICIES 


a) Basis of consolidation 


These financial statements consolidate the accounts of Pegasus Explorations Limited and its wholly owned subsidiary, 
Landusky Mining Inc., incorporated under the laws of the State of Montana on June 29, 1977. 


The accounts of the subsidiary have been translated into Canadian funds as follows: 
i) Current assets and liabilities — at the rate of exchange at the balance sheet date. 


ii) Investment in Landusky Partners, mining properties, plant and equipment and deferred exploration and development 
expenditures — at the average rate of exchange obtained on advances made by the parent to defray these expenditures. 


b 


— 


Organization and mineral properties 


On July 11, 1977 for 200,000 shares and $3,000 cash the company acquired from Scholz International Mining Inc. the latter’s 
interest in certain patented and unpatented mining claims in the State of Montana subject to a net proceeds royalty interest of 
45% held by the original optionors, Wharf Resources Ltd. and L.R.M. Holdings, Inc. At the same time the company conveyed 
its interest in the claims to Landusky Mining Inc. (““‘Landusky’’) its wholly owned subsidiary. After incurring certain expenses on 

the claims, Landusky conveyed its interest in the claims and the benefit of its expenditures thereon to Landusky Partners (‘‘the 
Partnership’) a limited partnership under the laws of Montana in which Landusky and Mr. E. A. Scholz are the general 
partners. 


The assets contributed to the partnership had a cost of $595,361 of which $185,000 (U.S.) is recognized by the partnership. 
The unrecognized portion is included by the company in “Investment in Landusky Partners’. 


The partnership agreement provides for allocation of losses and profits as follows: 


~— 


For 1978 and 1979 losses are allocated 1% to the company and 99% to the limited partners until the latter’s capital 
contribution is exhausted and thereafter 88% to the company and 12% to the limited partners; 


i 


— 


Profits are allocated in the proportion of unrecouped losses. When all losses are recouped the company will be allocated 
88% of profits; 


iii) Distributions are to be 1% to the company and 99% to the limited partners until the latter’s capital has been repaid and 
thereafter will be 88% to the company and 12% to the limited partners. 


il 


2. PARTNERSHIP CONTRIBUTION 


The investment in Landusky Partners was: 


1979 1978 
Aa OSS CONS ter ee eS Ed OS ee oe $ 165,500 $ 165,500 
Development costs incurred by the company prior to 

Con OMnOMAG Tei AIMielSiip rs Gece eure apa te eoR yea Soe Ae 515,671 515,671 
Company’s share of the accumulated Partnership operations ..............6.00.0.0005. 402,392 (531) 
$1,083,563 $ 680,640 


3. ADVANCES TO LANDUSKY PARTNERS 


The partnership agreement requires Landusky Mining Inc. to lend funds to the Partnership to bring development to a point 
sufficient to determine the economic feasibility of the mining project. Additionally, Landusky Mining Inc. may, but need not, lend 
funds to the Partnership after feasibility of the project has been determined. These partnership loans bear interest at two percent 
over the prime rate at the date of the advance. Interest rates on these advances at December 31, 1979 ranged from 13%4% to 
17¥%%. Payment of principal on these loans shall be in the same priority as normal distributions between the general and limited 
partners. 


PROPERTY, PLANT AND EQUIPMENT 
1979 1978 


Assay; laboratory.and office building. 22 a3c3 See ee ee $ 45,850 $ 45,850 
Leaching pads.and ponds x2. ates ae Pee Pa eg eee aS ee ee ea 154,205 154,205 
Plant;office.and laboratory equipment... 55s Sa es eee 106,971 105,925 
307,026 305,980 
Less: accumulated depreciation: =.=..25) cms c ate en oe ne ee 158,662 35,404 
148,364 270,576 

|S: ne Seeman are R eaten ttn Se PaPee yes PRR tre Ne ne Se yn Dh ns we ee 3,510 — 
$151,874 $270,576 


The above fixed assets are carried at cost. Depreciation on plant and equipment is provided using the straight-line method over 
the estimated useful lives. . 


DEFERRED INCOME TAXES 


Deferred income taxes arose principally due to timing differences between income recognition from Landusky Partners for - 
financial statement purposes and income tax purposes. Investment tax and job tax credits are accounted for using the flow- 
through method. Investment tax credits arising in 1978 were not used due to the availability of net operating loss carryforwards. 


As of December 31, 1979, the company had tax basis net operating loss carryforwards of $801,547 that are available to offset 
future taxable income. The Company also has investment tax and job tax credit carryforwards of $26,777 and $13,138 that are 
available to offset future income taxes payable. 


SHARE CAPITAL 
Authorized:.3,560,000 common shares without par value 
Issued: 2,075,000 common shares as follows: 

Number 1979 1978 
Balance'at beainningot vear==*, 3. we ee ee ee 1,845,000 $1,738,397 $1,067,200 
Issued during the year for property and services (1978: 190,000) ...... — — 228,500 
Issued during the year for cash (1978: 415,000) .................... 230,000 1,121,000 442,697 
Balance.at end:of' year soe on Si ho a 2,075,000 $2,859 397 $1,738,397 


SHARE OPTIONS AND WARRANTS 
Options 


The company has previously granted stock options outstanding at December 31, 1979 to purchase 63,000 shares in the aggregate 
at $1.60 per share until November 29, 1980. 


Warrants 


The company has issued and outstanding 400,000 Series ‘‘A’’ Warrants exercisable at 2 warrants per share plus $6.10 per share 
on or before March 24, 1980 and $6.65 per share until September 19, 1980. 


SUBSEQUENT EVENTS 


Subsequent to December 31, 1979 the company issued fully paid 18,300 shares to its directors in consideration of providing 
security in respect of a reclamation bond. 


STATUTORY INFORMATION 


During 1979 $6,000 was paid to a company controlled by a director for management services. 
A director was paid $7,062 by the subsidiary company for the use of his equipment. 


Fees for legal services and for engineering and consulting services have been paid to firms in which directors are partners or 
owners. 
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